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In our Comments, the Pacific Companies emphasized that

the Commission must adhere to Congress' directives in fashioning

a system for cable rate regulation. l Particularly, we noted

that Congress mandated that joint and common costs of the various

services offered over a cable system must be allocated properly.

Proper allocation of joint and common costs will achieve one of

the 1992 Act's primary purposes: to ensure that cable ratepayers

do not cross-subsidize the cable industry's non-basic cable or

competitive service offerings. This is similar to the

Commission's goal in prescribing the Part 64 joint cost rules for

telephone companies. The Commission also seeks to promote

competition in the services that both cable and telephone

1 Comments of Pacific Telesis Group, Pacific Bell and
Nevada Bell, dated January 27, 1993, ("Comments").



companies will be providing. The way to do so is to promote

symmetrical regulation.

Bead-to-head competition between cable and telephone

companies is inevitable. Telephone companies that want to

provide video dial tone will be required to allocate the joint and

common costs of their telephone plant used for video dialtone.

The Commission's Section 214 review will require that. Yet cable

companies, clearly intending to use their cable systems to

provide telephony services, do not acknowledge any allocation of

joint and common costs. This critical aspect of cable rate

regulation was not addressed in the opening comments of the major

cable companies.

NCTA's comments led the way for the industry. What is

notably absent from the NCTA plan is any mechanism for allocating

the joint and common costs of a system to the individual services

provided over the system. 2 Cost of service regulation is

out. Price caps, which could eliminate incentives for

cross-subsidization and pass efficiency gains to consumers by

means of an annual productivity factor, are ignored. Benchmarks

are acceptable but there is no discussion of a variable that

might capture the efficiencies of a cable system providing basic

cable, cable programming and competitive services. The other

large cable companies fell into line.

2 Comments of the National Cable Television Association,
Inc., dated January 27, 1993, ("NCTA").

- 2 -



Even though the cable commenters do not suggest any

method to allocate joint and common costs, the cable industry is

planning to provide many competitive services over their systems

in the near future. Time Warner provides perhaps the best

example. In its comments, Time Warner mentions its plans to

provide technically sophisticated cable systems -- and

specifically describes its ISO-channel cable TV system in Queens,

New York. 3 That system will provide many channels, including

57 pay-per-view channels which are neither basic nor cable

programming services. But despite the clear joint and common use

of the cable system for pay-per-view, Time Warner does not

mention how costs of that competitive service will be separated

from basic cable and cable programming service costs.

The same day that Time Warner filed its comments in this

proceeding it announced plans to build a system that is far more

sophisticated than its Queens system. In Orlando, the company

will build a digital, switched system that will provide not only

entertainment but interactive video services, personal

communications services (PCS), access to long distance telephony,

video-conferencing and high-speed data transport. 4 The

juxtaposition of Time Warner's dramatic announcement and its

comments is very instructive. Time Warner made clear that the

purpose of the advanced system is to enter the telecommunications

3 Comments of Time Warner Entertainment Company, L.P. ("Time
Warner"), dated January 27, 1993, p. 18.

4 Wall Street Journal, Bl, January 27, 1993~ Attached.

- 3 -



market but its comments are silent as to the allocation of costs

of the competitive telephone services that will share the use of

the cable plant.

Time Warner is not alone in its plans to use its cable

plant for non-cable services. Cox has been tentatively awarded a

pioneer's preference to establish the new PCS. 5 The

Commission awarded Cox the preference because of its development

and demonstration of PCS/cab1e plant interface technology and

equipment. 6 Cox plans to use its cable television plant for

connecting PCS microce11s and to develop equipment capable of

interfacing PCS microce11s with copper, fiber and hybrid

copper/fiber cable p1ant. 7

The large players in the cable industry clearly intend

to expand into telephone services as soon as they can build

sufficient capacity and intelligence into their cable systems.

Yet they want to limit rate regulation to a pro forma process

that does no more than ask whether basic rates are within a broad

zone of reasonableness defined by their average current prices.

If the cable companies' suggested form of regulation is

accepted by the Commission without a provision to account for

5 Amendment of Commission's Rules to Establish New Personal
Communications Services, GEN Docket No. 90-213; RM-7140, RM-7175,
RM-7618; PP-4 through PP-20, PP-26, PP-27, PP-41 through PP-70,
PP-72 through PP-78; Tentative Decision and Memorandum Opinion
and Order, released November 6, 1992; paras. 6, 12-18.
6 Id., para. 6.
7 Id., para. 12. It should be noted that Cab1evision
Systems, Time Warner and Comcast also sought preferences for pes
based on their use of cable plant.
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joint and common costs, cable companies will be free to

cross-subsidize competitive services by using the cable plants

paid for by cable consumers. On the other hand, telephone

companies will be required to allocate their joint and common

costs and to comply with all other requirements that are part of

the joint cost regulations for regulated and nonregulated

services.

The Commission should look carefully not only at the

current cable business but also at its future plans and prepare

for the changes that are about to take place. Telephone

companies want to compete fairly in both the cable and telephone

business -- and that requires that regulations be symmetrical.

The new Cable Act demands fairness when it requires that basic

cable services pay only their share of joint and common costs of

the underlying communications system. If cable systems and

telephone systems are to be true competitors, fair and

symmetrical regulations will be critical. The Commission's rate
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regulations should take account of this whatever method of

regulation it chooses.

Respectfully submitted,

PACIFIC TELESIS GROUP
PACIFIC BELL
NEVADA BELL

~f.~~
JAMES P. TUTHILL
LUCILLE M. MATES

140 New Montgomery St., Rm. 1526
San Francisco, California 94105
(415) 542-7654

ALAN F. CIAMPORCERO

1275 Pennsylvania Avenue, N.W.
Washington, D.C. 20004
(202) 383-6416

Their Attorneys

Date: February 11, 1993
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Time Warner
Plans·Electronic
'Superhighway'

By JOHNNIE L. ROBERTS
And MAltY Lv CA.RNEVALE

StoJf R.porter. of TH1t WALL STREET JOURNAL

TIme Warner Inc. plans to build an
"electronic superhighway," a high-capac­
Ity. computerized network to deliver
movies on demand, interactive games.
home shopping and telephone services.

Proclaiming the eHort as the dawning
of a "brave new world." Time Warner
Chairman and Chief Executive Gerald R.
Levin said the company Is building the first
two-way system this year In suburban
Orlando, Fla.• and will switch It on In early
1994. And he Indicated that Time Warner is
talking with potential partners in high­
technology Industries to help launch its
systems In cities nationwide where It has
local franchises as well as overseas.

Time Warner's move is the most ambi·
, \ tious yet in a spate of recently announced

, I plans by companies aiming to link cable
television. telecommunications, com­
puters and consumer electronics. But such
companies as American Telephone & Tele­
graph Co.. International Busln~ss Ma­
cblnes Corp. and the regional phone com­
panies are said to be close behind as the
Industry giants scramble to form alliances
to service the entertainment and commu­
nications needs of the interactive home of
the future.

Even so, Time Warner's announcement
Is ominous for local phone concerns. par'
tlcularly the Baby Bells. Phone companies
stand to lose a substantial chunk of reve­
nues and profits if cable operators can link
business and residential customers di­
rectly to their long·distance carriers. by­
passing local phone networks.

News of the Orlando network sent Bell
company shares south. In New York Stock
Exchange composite trading. Ameritech
Inc. fell S1.125 to 573; Bell AtlantIc Corp..
37.5 cents to 552.50; BellSouth Corp,. 12.5
cents to 553.75; Nynex Corp.. $1.125 to S84;
Paclnc Telesis Group, 50 cents to S46.25:
Southwestern Bell. Sl to 511.875: and V S
West. 50 cents to 538.50.

GTE Corp. slipped 12.5 cents to S35.50.
Time Warner dropped 50 cents to S31.875,

With its move. moreover, Time Warner
also thrust the cable Industry into a grow­
Ing debate over Whether private industry
or government should build a national
"electronic superhighway" for data, an
Infrastructure improvement strongly
backed by the new administration.

President Clinton and Vice President
Albert Gore believe that such a superhigh·
way Is critical to Improving the nation's
competitiveness, the economy. health care
and education. But In particular. Mr. Gore
contends that private Industry - even if in
the unlikely event that il would make the
risky Investment to build the superhigh­
way-WOUld restrict access to It. Agovern­
ment-controlled system would be open
to all users.

But Time Warner is "committed to
building a private network," Mr. Levin
said. He added that other data sup­
pliers could have access.

Mr. levin also emphasized that Time
Warner's system isn't some futuristic vi­
sion. "I don't want to wait for the 21st
century; we're going ahead and bUilding,"
Mr. Levin said. "We aren't waiting for
some test results. . . . This Is not some
experiment with people running around
sinwlatinR...

Several weeks ago. cable-TV giant
Tele'Communlcations Inc. made headlines
with its plans to introduce digital compres­
sion technology that would provide 500 or
more channels in the future. Time War­
ner's planned. system would go beyond
compression. the company emphasized.
The company said it would be the first
cable operator to deploy computerized. or
digital. switching technology and compu­
terized storage to hold libraries of movies
and other "information."

Those two technologies will enable
Time Warner to slore in "digitized" form
Its vast libraries of movies. books and
magazines as well as other information
and to direct them. like a trafflc cop. to
customeR who order lucb dati_

''TIll. d~artyputllbmJ at the forefront
of tedtnology trends In home entertaIn·
ment and InfonnaUon delivery," saJd Bel·
ward J. Atorino of SaJomon Brothen.

Time Warner officials !laid the com­
pany l!l seeking proposals from equipment
suppliers for the gear necessary to buiJd
the system. which Initially will operate in
an area with about 4,000 residential cus­
tomers. They didn't elaborate on how
much it expects to charge consumers for Its
various services. And while company offi·
ciaJs insisted the revenue potential from
the new services would be SUbstantial.
some In the industry questioned what the
level of demand would be - and whether It
will be enough to support the large invest­
ments required to provide the offerings.

5e<:uritles analysts and industry execu­
tives said Time Warner's plans have pro­
found Implications for entertainment con­
sumers and purveyors. and for industries
that include retailing. real estate, educa­
tinn :md financial services.

-
Time Warner officiall laid they are

certain to provide vidl!CH)ft-demand early
on through the "full service network." Tbe
first offerings also will Include heme shop­
ping and Interactive "video educaUon
services." such as Interactive video rames
that allow subscribers In different bomes
to play each other on the network.

Signaling its Intentions to compete
against phone companies. the company
also said It applied to the Federal Commu­
nications Commission for an experimental
license to test personal communlcaUons
services and to provide connections to
long-distance carriers and picture phone
services. Business customen will be of.
fered video-eonferenclnr and high-speed
data transport.

Company officials noted that the tele­
communications market totals S80 billion
in revenues today and projected It to
doubleby the year 2000. leading Its efforts
In telecommunications is former FCC com­
missioner Dennis R. Patrick. now presi­
dent and chief executive of Time Warner
Telecommunications.

With the cable television company's
entry into telecommunications. local
phone companies' revenues from long-dls­
tance carriers for completing caUs could be
significantly eroded. "Long-distance ac­
cess is unquestionably the single most
lucrative Pirt of a Bell company's busi­
ness," said Jack Grubman. an analyst
with Paine Webber Inc. "It accounts for
about 25% f their revenues and close to
two-thirds of their profits."

The phone companies, particularly the
seven regional Bell companies, fear that
reguJatory and legal restrictions will ex­
clude them from potentially lucrallve mar·
kets for video-on-demand. Interactive
video and games and multimedia services
that combine video. Images, text. volte
and music. "Whars troubling to us is
that Time Warner is able to do it, and we
are not." said Tom Tauke, head of Nynex's
Washington office and a former congress­
man from Iowa.

Local phone companies are barrei un­
der the 1984 cable Act from providing cable
services within their territories. Moreover.
the consent decree that broke up the Bell
System prohibits the s~ven region.al Bell
companies from offenng long-dIstance
services and from manufacturing telecom­
munications equipment.

Even if restrictions were lifted. local
phone companies would have to inv~st an
estimated S200 billion or more to Install
fiber-<>ptic lines and hlgh·capacity switch·
Ing equipment.



CERTIFICATE OF SERVICE

A copy of the foregoing reply comments from Pacific
Companies regarding the FCC's proceeding for cable rate
reregulation (MM Docket 92-266) was forwarded by first
class mail today, February II, 1993, to each of the parties
in the accompanying listing.
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